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I expect you are aware that “hard market” conditions characterize the markets for many
kinds of commercial lines property and casualty insurance products on a national level.
Earlier this year, I established a Commercial Lines Markets Task Force to consider and
make recommendations regarding the availability and affordability of Nursing Home,
Medical Malpractice, and Construction Defects liability insurance coverages in Arizona.
The Task Force consisted of insurer representatives, insurance producers, lawyers, and
public members.  A roster of the Task Force members is attached to this letter.  The
Task Force considered information from various sources, including comments made at
a public hearing I convened concerning the state of the market for Nursing Home
liability coverage.  The enclosed report of the Task Force discusses the national and
local contributory causes of the current hard market stage of the commercial insurance
underwriting cycle, and recommends certain courses of action that may help to alleviate
these conditions locally.

The report may be summarized as generally concluding that there are two basic
kinds of action recommended to address hard market conditions: one, action to improve
the attractiveness to insurers of the risks in question; two, action to facilitate and
optimize the functioning of the existing market for insurance coverage of such risks.

Some of the Task Force’s most significant specific conclusions and
recommendations relative to the lines considered are:

• Neither the Assigned Risk Plan nor Joint Underwriting Association
mechanisms provided by Arizona law are viable means to improve the current hard
market conditions.

• Implementation of prior approval regulation for subject policy forms and rates
would probably exacerbate rather than relieve hard market conditions.
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• Though not the sole cause of hard market conditions, the litigation
environment does impact the health and functioning of the liability insurance markets,
and policymakers should consider the issue of tort reform along with other potentially
remedial measures.

• Affected industries should undertake proactive efforts to improve loss control,
risk management and safety.

• The work of the Arizona Department of Insurance to modernize the insurance
regulatory system should continue and be supported.

• The Department of Insurance should enhance its existing Voluntary Plan for
liability insurance, known as the Market Assistance Plan, and leverage its web site to
provide information concerning loss control, and access to knowledgeable insurance
producers who can assist and counsel applicants for hard lines of liability insurance, as
depicted in Exhibit 15 to the report.

As a result of the valuable work of the Task Force, I have already exercised my
authority under Arizona law to request that the Independent Insurance Agents and
Brokers of Arizona and the Arizona Surplus Lines Association assist the Department in
the preparation and administration of enhancements to the Department’s long-standing
and already successful Market Assistance Plan for liability insurance.  My staff and
representatives of these insurance producer associations are currently developing these
enhancements, including:

• Developing nursing home liability insurance resource materials, including a
Nursing Home Insurance Producer Directory, to make available to consumers
and producers who contact the Market Assistance Program by phone or
through the Department’s web site;

• Establishing the Producer’s Advisory Council which will identify prospective
nursing home liability insurers and their underwriting requirements, provide
ongoing training to the Department’s Market Assistance Program personnel,
and create a Loss Control Advisory Committee.

I anticipate the resource materials will be available by January 1, 2003, and that the
Producer’s Advisory Council will be active shortly thereafter.

Additionally, the report may be useful to explain and add context to future
legislation proposed by the Department of Insurance (relative to appropriate regulatory
subject matter) that could contribute to improvement in Arizona’s liability insurance
markets.  For example, I anticipate that in the upcoming legislative session the
Department will propose legislation to enhance Arizona’s relatively new captive
insurance law, which provides an alternative to the commercial insurance markets for
certain risks.  Also, as recommended by the Task Force, I have asked the Attorney
General’s Office certain questions about the current Joint Underwriting Association law
that may lead to a future legislative proposal to make that law a viable mechanism to
deal with the complete loss of a market for a particular line of liability insurance.

As the report makes clear, the hard market conditions that affect the subject
liability insurance markets result from a combination of complex causes and cannot be
remedied by intervention by this agency alone.  However, I believe the Task Force has
done an excellent job explaining the nature of these problems, and making practical and
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policy recommendations that provide the basis for positive discussions among
legislators, public officials, and other interested parties who may be in a position to take
other actions that could promote improvement.  I hope this information is helpful to your
understanding and consideration of these important issues.

The report is also available on our web site at www.state.az.us/id.  If you would like
the volume of Exhibits to the report, which is not provided herewith due to its size,
please contact Vista Brown, Executive Assistant for Policy Affairs, (602) 912-8456.

I look forward to working with you to improve and maintain the health of Arizona’s
liability insurance markets.


